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At separate hearings of Senate and House banking subcommittees on March 16, Asst. Treasury
Secretary David Mulford said that the Bush administration's new debt strategy in the next three
years could reduce 39 Third World nations' total debt by about 20%, and an additional 20%
reduction in interest payments. The combined debt of the 39 developing countries is $340 billion.
A 20% reduction in that debt over three years would total $70 billion with another $20 billion in
relief coming from a 20% reduction in the estimated $102 billion in interest payments the debtors
would be required to make over the next three years. Mulford's statement was described as the
first public acknowledgement by the administration of the scope of its debt plan introduced March
10 by Treasury Secretary Nicholas Brady. On the same day, Federal Reserve Chairman Alan
Greenspan publicly endorsed the principles behind Brady's proposal. According to Mulford, "an
integral part" of the plan requires consideration of several debt reduction arrangements, such as
expansion of debt-equity swaps. Next, the US, he said, is also suggesting that the World Bank and
the International Monetary Fund "collateralize" debt reduction schemes. Mulford explained that
when the Fund and the Bank negotiate policy-based loan programs with a debtor nation, a portion
of these loans would be set aside to finance debt reduction transactions negotiated between the
debtor and creditor banks. Mulford elaborated as follows: "There is plenty of leverage in the market
when you use these resources...For example, if $1.3 billion were made available for debt reduction
to a certain country, it could use that money...to purchase enough collateral to affect something
like $29 billion worth of debt because they [the debtor] would use the money to buy zero coupon
bonds with a long maturity say 30 years." He added that the bonds would then serve as the basis for
the collateral that could be exchanged in the market for reduction of existing debt at, for instance,
a discount of 30% or 40%. Transactions between debtor nations and commercial bank creditors,
said Mulford, could also include an exchange either at a discount or at par with a write-down of the
interest rate to a level equivalent to the writedown that would have been applied on principal. He
continued: "The point, I think, is that...there will be resources, in the form of set-asides and World
Bank and IMF disbursements to these countries under their normal lending programs, that would
be available to purchase the collateral part that is used, and for debt swap operations." Mulford said
that the overall 20% reduction figure was an average, and that actual reductions in principal and
interest will vary greatly from country to country. In the case of Mexico, he said, the level of debt
and debt service reduction could "very considerably exceed the 20% number." Sen. Alan Dixon (DIll.) told Mulford, "We need more. More details, more careful thinking and bolder international
initiatives." (Basic data from several sources, including AP, 03/16/89)
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